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 Force Structure must support 
U.S. National Security Strategy 
(Beautiful Theory) 
Political and Economic Freedom 
 
Peaceful Relations with Other States 
 
Respect for Human Dignity 
http://www.whitehouse.gov 
Outline 
n  The Defense Environment (ugly reality)  
n  Political: Terrorism, WMD and other threats  
n  Economic: Slow Growth, Government Budget Deficits 
n  Making Force Structure Decisions  
n  Maximize National Security subject to Fiscal Constraints  
n  Match Facilities to Forces 
n  Define Defense Infrastructure 
n  A Production Economics Approach 
n  What should we do? How should we do it? 
n  A Strategic Management Approach 
n  Where are we? Where do we want to go? How do we get 
there? 
Overall Objective 
n  Maximize national security, subject 
to fiscal constraints 
n  Threat-driven and budget-constrained 
force structure decisions (PPBS) 
n  Management Challenges:  
n  Review appropriate size and composition of 
defense infrastructure 
n  Reduce budget devoted to infrastructure to 
facilitate transformation 
Match Facilities to Forces  
Does the tail wag the dog…? 
n  Ideally, threat--and politically--driven decisions on 
operating force structure (dog) determine the  
defense support infrastructure (tail). 
n  Reality of U.S. Experience from 1989-2003: 36% Cut in Active 
Military Forces, 20% cut in domestic Military Installations (from 
500 to 400 bases)    www.globalsecurity.org 10/30/02  
n  Derived Demand—demand for infrastructure is 
derived from the demand for national security, 
constrained by political and fiscal realities.  
n  Two reasons for base realignment and closures (BRAC) 
n  New assessment of national security situation 
n  Post-conflict demobilization, new threat focus (terrorism) 
n  Reductions in the defense budget 
n  Search for cost savings for modernization/transformation   
Infrastructure (definition) 
1.  An underlying base or supporting structure. 
2.  The basic facilities, equipment, services, and 
installations needed for the growth and 
functioning of an…organization. 
3.  An…administrative apparatus. 
4.  “All activities that provide support or control of 
forces from fixed bases of operation.” 
(The American Heritage Dictionary) 
(The U.S. Navy) 
U.S. Navy Infrastructure 
Includes: 
n  Acquisition 
n  Central logistics 
n  Central personnel 
n  Communications 
n  Force management 
n  Installations 
n  Medical functions 
n  Science & Technology 
n  Training 
 Production Economics Approach to 
 Force Structure Decisions  
(Ask Two Questions) 
1. What should we do? (Do we need to do everything we’re doing?)  
n  Technical efficiency:  
n  Do we need all infrastructure inputs and activities?  
n  With UAV’s and simulators do we need as many manned aircraft and 
supporting infrastructure (fueling, training & maintenance facilities, etc.)? 
2. How should we do it? (Are there better ways of doing things?) 
n  Economic efficiency:  
n  Can we substitute inputs…reduce some defense personnel, equipment, 
facilities, and increase others? (Consider relative costs and productivity) 
n  increase professional military…reduce conscripts 
n  increase civilians/contractors…reduce military in support positions, 
n  increase computers(networks)…reduce tanks & supporting infrastructure 
n  Can we leverage technology to combine inputs (personnel, equipment and 
facilities) to produce: 
n  Existing national security at a lower cost to taxpayers? 
n  More national security with the budget we’re given? 
Examples of  
Defense Infrastructure 
n  Military Housing 
n  Base Operations 
n  Logistics 
n  Defense Businesses 
Logistics 
n  The procurement, maintenance, and 
transportation of military material, 
facilities, and personnel.  (Webster)  
n  The art of managing the flow of materials 
and products from source to user. (Magee) 
n  Project Management; Inventory Management; 
Transportation; Maintenance, et. 
Logistics Example 
n  New threat assessment suggests urgent development 
of a Helicopter Rapid Deployment Force (RDF)   
n  What are the logistics infrastructure requirements 
n  Acquisition (contracting, testing, evaluation organizations) 
n  Construction (hangers, platforms, airfield, repair facilities, etc.) 
n  Supply lines (transportation, roads, trucks, etc.) 
n  Inventories (holding warehouse, ordering organization) 
n  Training (school, simulators, etc.) 
n  Operations (fueling facilities) 
n  Maintenance (repair facilities) 
Downsize RDF 
n  New government sees a reduced threat 
and requires budget cuts—directs the 
downsizing of Rapid Deployment Force 
(RDF)   
n  What now? 
n  Cut RDF and RDF Infrastructure to meet new threat 
assessment and achieve Cost Savings 
Strategic Management Approach 
to Force Structure Decisions 
n  Where are we?  
n  Where do we want to go?  
n  How do we get there? 
Where are we? 
 
n  What is defense infrastructure?  
n  “Because agencies do not maintain adequate records on work 
performed…they…often take three to four years to define the job.” 
n  Defining and Bundling Infrastructure (Input vs. Compensation):  
n  Military Housing; Base Operations; Logistics; Defense Businesses… 
n  How much does it cost? 
n  “Detailed estimates of the full cost of government performance to the 
taxpayer have to be calculated.” 
n  Total costs:  
n  Subsidies, production, transaction, transition costs, non-recurring, 
recurring, fixed, variable, average, marginal, direct, indirect, discounted 
life-cycle costs, opportunity cost of land/buildings, etc. 
“The President’s Management Agenda,” OMB 
2002 p.17 www.whitehouse.gov/omb/budget 
Example:   
Cut Budget for Helicopter RDF 
Consolidated Helicopter Transport Budget
CY BY BY + 1 BY + 2 BY + 3 BY + 4 BY + 5
Helos Operational 0 0 4 8 12 12 12
Manpower: Officers 0 18 34 50 50 50
Enlisted 0 20 40 60 60 60
Civilians 0 5 5 5 5 5
Operating Expenses $0.000 $0.000 $6.000 $12.000 $18.000 $18.000
Appropriations (M$)
Military Personnel $0.000 $0.600 $1.160 $1.720 $1.720 $1.720
Operations & Maintenance $0.000 $0.075 $6.075 $12.075 $18.075 $18.075
Procurement $0.000 $16.000 $16.000 $16.000 $0.000 $0.000
Research & Development $0.000 $2.500 $0.000 $0.000 $0.000 $0.000
Military Construction $0.000 $2.000 $2.000 $2.000 $0.000 $0.000
        Total $0.000 $21.175 $25.235 $31.795 $19.795 $19.795
“The structure of the federal budget makes it impossible to identify 
the full cost associated with individual programs.” 
“The President’s Management Agenda,” OMB 2002 p.28  
Where are we? 
 
n  What is defense infrastructure?  
n  How much does it cost? 
n  What is the benefit? 
n  Is it essential for current operational capability? 
(military housing) 
n  If not, why are we doing it?  
n  What are the options? (is housing part of compensation?) 
n  How much Defense Infrastructure is actually part of military 
compensation? (military housing, recreation facilities,…) 
Where do we want to go? 
n  If essential for national security, should 
government provide it? (Roads) 
n  Public vs. private goods, positive externality, re-distribution 
n  If government should provide it, should 
government produce it? 
n  “Nearly half of all federal employees perform tasks that 
are readily available in the commercial marketplace… 
Historically, the government has realized cost savings 
in a range of 20 to 50 percent when federal and 
private sector service providers compete…” 
“The President’s Management Agenda,” OMB 2002 p.17  
Where do we want to go? 
n  Make or Buy? (Contracting & Transaction Costs) 
n  Make: Inherently governmental or core military activities 
n  Realignment: Consolidation--Economies of Scale, Economies of 
Scope, Vertical integration; Performance Contracts; Revolving 
Funds 
n  Buy: The use of private companies for activities 
traditionally done by the military (building maintenance, 
cleaning, catering,…) 
n  Outsourcing: Public-Private Competitions--Market Testing, OMB 
A-76; Private Finance Initiative; Optimal Contracting (IDARM); 
Competitive Markets. 
How do we get there? 
U.S. & U.K. Three Step Plan: (RAND) 
1. Look Inside (Unit Cost Budgeting): 
 “…people should be able to see how government 
programs are performing and compare performance 
and costs across programs.” 
 
 Identify Outputs, Inputs and Costs of defense 
infrastructure and calculate unit costs (ABC). 
Budgets are allocated to Suppliers. Encourage 
Economy & Efficiency. Recognize that infrastructure 
services are free to Customers. 
“The President’s Management Agenda,” OMB 2002 p.28  
How do we get there? 
U.S. & U.K. Three Step Plan: (RAND) 
 
2. Look Around: (Internal Market):  
 Identify Customer-Supplier relationships and set 
prices (unit or marginal cost) of goods & services. 
Budgets can be allocated to Customers who pay for 
goods and services sold by suppliers at set prices. 
Encourage choice and internal competition. 
 
How do we get there? 
U.S. & U.K. Three Step Plan: (RAND) 
 
3. Look Outside (External Market):  
 Should we be doing what we’re doing? Is there excess 
capacity, or defense infrastructure to eliminate 
(privatize). Are there investments in new defense 
infrastructure we need to make. Does it make sense to 
outsource infrastructure activities? Does it make sense to 
outsource infrastructure investment? (UK Private Finance 
Initiative). Encourage choice and external competition. 
Review 
n  The Defense Environment  
n  Political: Terrorism, WMD and other threats  
n  Economic: Slow Growth, Government Budget Deficits 
n  Making Force Structure Decisions  
n  Maximize National Security subject to Fiscal Constraints  
n  Match Facilities to Forces: Define Defense Infrastructure 
n  Take a Production Economics Approach 
n  What should we do? How should we do it? 
n  Take a Strategic Management Approach 
n  Where are we? Where do we want to go? How do we get 
there? 
A Strategic Planning Perspective 
Are we doing the right thing? 
(Effectiveness) 
Privatization 
Are we doing things right? 
(Economy & Efficiency) 
Outsourcing 
Can we improve? 
(Cost, Performance, Schedule) 
Restructure 
Yes 
Yes 
No 
No 
No 
